Changes in the approach to public finance management have resulted in the implementation of the New Public Management (NPM). In order to introduce the assumptions of the NPM, it was necessary to introduce many changes to the public finance sector, including public finance accounting. The changes contributed to the development of financial reporting. Once again, as in the case of a profit and loss account, it resulted in changes to the register of operational costs. The costs are of critical importance to the functioning of the unit as they determine its economic efficiency. The aim of this study is to present the issue of costs management in local governments. The study is based on a literature review and examination of documents. The object of this study is local governments and their operational costs. The article is divided into three parts. The first part describes costs by type and their importance in the operation of the unit. The second part presents function-based costing and the possibility of using it in unit management. The last part gives an example of using a preliminary cost analysis by type and benchmarking in unit management.
Introduction
Each company, as well as local government, while operating in its specific conditions (place, equipment, technology, and employees' qualifications) uses resources in order to achieve specific benefits. Resources are economic factors, used in a company (local government) by means of the activities carried out. They may include human, physical, financial and information resources. The type of resources in a unit and the possibilities of using them depend on the operating aims of a specific organisation (Świderska (red.) 2010, p. 31).
In the case of commercial companies, there is a clear relationship between the profits gained and costs incurred to obtain them. Thus, public finance units do not operate to maximise profits but to provide services to people. Most services are provided free of charge, and those that are usually paid do not cover the costs of providing them. M. Będzieszak carried out a detailed efficiency analysis of the services provided by local governments (Będzieszak 2014, p. 252-267) .
However, it does not exempt local governments from controlling incurred costs and seeking for tools which facilitate cost rationalisation. The public finance sector has been for many years accused of being non-economical, with lots of bureaucracy and no efficiency. Introducing the New Public Management was supposed to be the cure for the accusations. The implementation of the New Public Zeszyty Naukowe Politechniki Częstochowskiej Zarządzanie Nr 30 (2018) The assumptions of the NPM include introducing tools used in private companies to manage the public sector. With reference to the incurred costs, it is suggested to control their amount, structures and possibilities of reduction (Hood 1991, p. 5) .
The notion of costs is defined differently depending on the context. In general, a cost constitutes used (expended) resources (food and services) in order to gain the present and future benefits (Jaruga, Nowak, Szychta 2001, p. 84) .
Costs seem to be the most important indicator of the economic efficiency of the company (unit). Own costs, to a huge extent, reflect the "quality of work" at almost all stages of business activities (Sierpińska, Jachna 2004, p. 236) .
The examination and explanation of factors influencing costs are of great importance from the point of view of cost management and value creation. Thus, it is necessary to distinguish between the factors relevant for strategic management and operational management. Cost management signifies all the actions undertaken by the management of various levels and employees of an organisation to lead (plan and control) short-and long-term cost effects (Jaruga, Nowak, Szychta 2001, p. 89).
The ideas related to costs have evolved along with the growth and complexity of functions undertaken by the unit, among others, because of the relations with the environment and increasing information requirements. The concept of cost flow classification and grouping has a long tradition in continental Europe. It is based on cost flows by type during the input and next by function, place of origin and responsible centres (including mutual settlement of the internal services provided) in order to group costs by final products (ready goods and services). The following are the classical categories of costs: costs by type; costs by subject; costs by objects, i.e., the final objects (Jaruga, Kabalski, Szychta 2014, p. 75).
In terms of organisational units of public finance, it is possible to report costs by all the categories presented above. However, because the profit and loss account is prepared obligatorily using the comparative method, almost all units report costs by type.
The core issue of costs by type in local governments
The category of costs by type is, according to E. Nowak, mainly of reporting importance. However, it may also constitute a source of information for the management of the organisation. It enables grouping costs according to the economic content of production expenditures. Due to the above, familiarity with costs selected by type gives the possibility to control the value of particular production factors in relation to the production of specific goods or provision of certain services. The category of costs by type facilitates the examination of the inner structure of costs and constitutes the basis for cost planning (Nowak 2011, p. 35) .
Reporting costs by type provides information on the structure of costs. In terms of the decision making needs, this information is too restricted and does not give the possibility to indicate the persons responsible for generating costs (Czubakowska, Gabrusewicz, Nowak 2009, p. 131 ).
Settlement of costs by type aims at showing all costs incurred in a specific period. Therefore, its goal is to credit the costs by type, in the most accurate manner, according to the principle of causality, to specific media costs. Construction of the structure of costs by type starts with selecting valuable costs defined by the percentage in costs in general. It leads to creating the team of four synthetics of accounting, important in the decision-making process. Another step involves distinguishing costs by importance, according to the basic criteria of how fast they influence the economic situation of the unit (Nesterak 2003, p. 152) .
Reporting costs by type requires the organisation to gather information about the costs of basic activities by cost type. This system groups together simple costs, which cannot be further divided into smaller components. The costs reflect the type of resources used, without the necessity to indicate their reasons or aims (Karmańska (red.) 2006, p. 518).
It is worth emphasising that for many years local governments and their organisational units have reported costs by type only on one account. As a result, the obtained information is useless for analytical needs. In terms of analytical usefulness, the changes introduced to the accounts of local governments are of crucial importance. Thanks to the above, it was possible to develop the accounts of costs by type. The table below presents changes to costs by type in local governments throughout the years.
Table 1. Reporting costs by type between 2001-2017 in the organisational units of local governments

Regulation of the Minister of Finance as of December 18, 2001 on detailed accounting principles and plans of accounts for the state budget, budgets of local governments and some units of the public finance sector Group 4 "Costs by type and their settlement" aim to report costs by type and provide their settlements
The accounts of group 4 also include costs financed with special funds. Accounting group 4 accounts does not include the costs financed, according to separate regulations, with specific aim--based funds and other cost, investment costs, other operational costs, financial operations costs and extraordinary loss.
Account 400
"Costs by type" aim to report simple costs by type. In terms of the item "Debit" account 400 includes the incurred costs and in terms of the item "Credit"they are reduced.
A detailed report shall be carried out according to the financial plan item and by sections adapted to planning, analysis and reporting. Account 400 may indicate the "Debit" balance during the financial year reflected by the amount of incurred costs. The balance from account 400 is taken over, at the end of the financial year, to account 860 ("Extraordinary profit and loss and the financial outcome").
Account 401
"Depreciation" aims to report on the costs of depreciation of fixed assets and intangible assets, where the depreciation is regularly calculated according to depreciation rates.
Regulation by the Minister of Finance as of 28 July 2006 on detailed accounting principles and plans of accounts for the state budget, budgets of local governments and some units of the public finance section
Group 4 -"Costs by type and their settlements" aim to report costs by type and provide their settlement.
The account of group 4 also includes financial costs from own revenues of budgetary units. It does not include, according to separate provisions, aim-based funds and others, investment costs, other operational costs and extraordinary loss.
Account 400
Account 400 aims to report simple costs by type. A detailed report shall be carried out according to the financial plan item and by sections adapted to planning, analysis and reporting.
Account 401
Account 401 aims to report the depreciation of fixed assets and intangible assets, where the depreciation is regularly calculated according to depreciation rates.
Regulation of the Minister of Finance as of 5 July 2010 on detailed accounting principles and plans of accounts for the state budget, local government budgets, budgetary units, budgetary units of local governments, target-oriented funds and state budgetary units based outside the Republic of Poland. Regulation by the Minister of Finance as of 13 September 2017 does not provide any changes to costs by type.
Group 4 "costs by type and their settlement" aim to report costs by type and provide their settlement
Incurred costs are taken into account in accounting books when they arise, regardless of the payment time. The previously accounted costs can be reduced on the basis of correcting documents (e.g., correcting invoice). Accounting on the accounts of group 4 does not include the costs financed, according to separate regulations, with specific aim-based funds and other costs and investment costs, other operational costs, financial operations costs and extraordinary loss. A detailed report for group 4 shall be carried out according to the sections of financial plan classification and in sections adapted to planning, analysis and in a manner providing for the preparation of financial statements, budgetary statements or other statements specified in the separate regulations that the unit must comply with.
Depreciation
Aims to report on the depreciation costs of fixed assets and intangible assets, where the depreciation is regularly calculated according to depreciation rates.
Use of materials and energy
Reports on the costs of materials and energy used for basic activities, additional activities, and general management.
Other services
Reports on the costs of foreign services provided within the unit's basic activities.
Taxes and fees
It reports especially costs for excise tax, real estate tax and transportation tax, tax on civil law transactions and tax-related fees, and also notarial fees, revenue stamp and administration fees, international organisation contributions and payments.
Remuneration
This account includes costs of remuneration for employees and other persons hired on a full-time basis, under a commission contract, contract for a specific task, agency agreement and other agreements according to separate provisions.
Social insurance and other provisions
This account reports the costs of basic activities related to various types of employee benefits, natural persons employed full time, on the basis of a contract for a specific task and other agreements that are included in the remuneration.
Other costs by type
It includes the costs of basic activities that cannot be classified in accounts 400-405. This account covers in particular refunds for using employees' private cars for business purposes, costs of national and international business trips, costs of assets and personal insurance, payments due for work-related accidents and other costs not classified as costs of financial operations and other operational costs. It follows from the data presented in Table 1 that cost records by type changed in the analysed period of time. At first, costs by type and depreciation were reported collectively on one account. In 2006 a requirement was introduced stating that public finance organisational units were obliged to prepare the profit and loss account in the comparative version, in which operational costs were grouped by type. It is worth underlying that in terms of account plans for budgetary units and local government budgetary establishments, the concept of costs by type divided into seven main components was introduced in 2010.
Costs by type are divided into separate, similar groups of simple costs of ordinary operational activities. Records and reporting in the case of costs by type constitute the basis for calculating cost by type, which serves for statistical and analytical purposes. The second aim is particularly important as a management component facilitating the control over costs of basic activities. In terms of costs by type the problem may lay in two items of the profit and loss account in the comparative version for local governments:
other services financed with the budgetservices for natural persons other than employees, other liabilitiesfinancial statements of the unit resulting in financial liabilities. However, they are not reported in the plan of accounts that constitute the attachment to the resolution by the Minister of Finance on accounting and plans of accounts for the state budget, budgets of local governments, budgetary units, and budgetary establishments of local governments, aim-based state funds and state budgetary units having their headquarters outside the Republic of Poland. Elimination of the discrepancy between the chart of account plans and the profit and loss account requires introducing two additional accounts of costs by type (Rup 2015, p. 1).
The costs by function and possibilities of using them in the management of local governments
Organisational units of local governments report costs mainly by type because of the requirement of preparing the profit and loss account in the comparative version. However, taking into account the use of costs by type in management, it provides little information. Thus, some relevant information for decision-making purposes in a unit can be found in the system that groups costs by origin. The basis for the functional and calculating system is the classification into direct and indirect costs. The same system of costs can be used by local government units. The relevant provisions can be found in the resolution by the Minister of Finance. It is recommended when:
the nature and scope of activities or the organisation of the unit require that the costs of specific types incurred by the categories of activities be also settled by place of origin, the unit produces goods, the costs of which are to be calculated. A detailed characteristics of group 5 accounts in the organisational units of local governments is presented in Table 2 .
A functional and calculating cost system makes it easier to assess cost changes. It covers the main classification of costs into direct and indirect product costs. The former are characterized by variable costs (reflecting the change in the volume of production), and therefore the latter are fixed costs (Bednarski 2007, p. 140 ).
Table 2. Costs by functions (according to the activity type) in the organisational units of local governments
Name of the account Characteristics Costs of basic activities
The account aims to report the costs of basic activities.
Costs of additional activities
It includes the costs of activities undertaken by sections of the unit, which aim mainly at: providing in particular transportation, equipment, and renovation services, for sections of the unit, including sections performing basic activities, producing energy and materials for the unit's own needs, own investments, Providing other additional functions (canteens, housing estate, social premises).
Management costs
The account aims to report the specified costs related to the management of the unit as one entity (general administration costs) and general costs considering the specific unit as one entity (in particular maintenance of the area, industrial guard, and firefighting). At present more and more attention is devoted in research to the use of the chart of accounts, the calculation of costs incurred for the execution of tasks set out in the target-based budget of local governments. However, the use of the chart of accounts may be equally important for the specific organisational units of local governments. Changes in public finance indicate the change in the approach to the management rulesthe so-called managerialism. The idea of grouping costs in a functional and calculating system facilitates the introduction of managerial accounting tools which allow for controlling and reducing costs. Several authors suggest the introduction of costs record in the functional system of local governments.
According to A. Kożuch and M. Wakuła, reporting costs by type is satisfactory for the reporting needs, but in terms of taking the right managerial decisions inside the local government, they are too aggregated. It increases the risk of making mistakes while budgeting costs and decreases the efficiency of the information providing system. In view of the above, it is generally proposed to reject reporting costs by type in favour of systems that will better serve the management process. One of them may be a cost reporting system (Kożuch, Wakuła 2012, p. 103-104).
M. Wakuła suggests that one of the steps increasing the usefulness of information originating in budgetary accounting is the development of cost reporting systems. It is an expensive process, and it may encounter lots of restrictions in the local government resulting from the nature of its financing. A solution to this problem may be the analytical structure of costs by type which would include the development of costs by type in order to provide a better source of information in the decision-making process. However, the introduction of the cost reporting system and the reporting solutions used within it may contribute to gaining the detailed information necessary for making proper managerial decisions (Wakuła 2013, p. 361 ).
According to A. Kożuch the application of ABC cost account and its supplementation by solutions used in the target cost account, in particular in terms of ensuring a high level of stakeholder needs' satisfaction, constitutes a component that significantly facilitates the process of budgeting and as a result facilitates the organisation of the local government subsector (Kożuch 2013, p. 100). Nevertheless, implementing the concept of cost accounts is related to reporting costs by function.
Possibilities of using the information provided by the cost-by-type system in the management of local governments
The question that needs to be asked after analysing the cost-by-type and byfunction systems in local governments is as follows:
Is the information on costs by type included in the profit and loss account useful for the management of local governments and to what extent?
An initial analysis of operational costs provides lots of information on the changes to operational costs. It is commonly known, even in commercial entities, that the initial analysis of costs uses the cost-by-type system to a broad extent due to its general nature. According to W. Gabrusewicz, even though the analysis of costs in a system is of lesser analytical importance and of greater reporting importance, it is the thorough observation that helps to set future directions of analytical research. The items of costs by type which are significant in terms of the entire cost structure and which demonstrate the largest changes within the described period of time shall undergo detailed research (Gabrusewicz 2014, p. 232) .
The aim of the cost-by-type analysis is to determine the mutual proportions between the costs of different types and to indicate changes in this respect compared to the data from previous periods. It provides information on the level of technical equipment and its changes, scope of cooperative relations, intensity of labour, level of consumption of materials and energy of the activities carried out (Jerzemowska (red.) 2004, p. 261) .
Indicators of the cost-by-type structure inform about the mutual proportions between the various types of costs and the material and non-material costs (Kurtys (red.) 1998, p. 149).
Such a preliminary cost-by-type analysis constitutes a basis for the comparison of costs by type of the examined unit with the costs of other units. This method is called benchmarking and is used more and more often while increasing the efficiency of units also by means of cost management (Macuda, Łuczak 2014, p. 53).
The benchmarking analysis may cover almost every process and function of a specific organisation or entire organisation. It may involve comparing both the procedures and processes, as well as costs, strategies of actions, products, and services (Lanert 2014, p. 510) .
Benchmarking is a management tool that promotes process improvement. By comparing service units across all local government, best practices can be identified and used to enhance less efficient and effective operations (Rivenbark, Carter 2000, p. 125).
Competitive comparisons have become popular in the public sector and were initiated by neoliberal thinking, which was refined by the New Public Management movement. As a result, benchmarking has become an important instrument of local government reforms. Local services are usually measured against some generic model of excellence or compared to those provided by local authorities within a similar context (Rondo-Brovetto, Saliterer 2007, p. 2).
Benchmarking was recognised as an important tool in the Government's programme of reform to modernise all public services. The White Paper emphasised the need to spread best practice and encourage others to follow the example of the best. The government established a Public Sector Benchmarking Service to encourage the use of benchmarking to help with: identifying examples of good practice from organisations in public and private sectors in the UK and internationally; monitoring progress in making improvements against leaders in the field; reviewing services to identify best suppliers; bringing about continuous improvements in central government policy making and service delivery (Browerman, Ball, Francis 2001, p. 322). "Both economic and institutional reasoning view benchmarking as a mechanism for economic legitimacy. The latter, however, also pays attention to its impact on the social legitimacy of organizations. The two theoretical angles also diverge in another important respect. Whereas economic reasoning exclusively focuses on the ultimate outcomes of benchmarking, in terms of changes in performance, institutional reasoning also deals with the motivations and processes that underlie benchmarking" (Helden, Tillema 2005, p. 337).
The main objective of benchmarking exercises is to support better political and managerial decision-making, leading to improved outcomes for the community, and also to meet external accountability requirements (Rondo-Brovetto, Saliterer 2007, p. 18) .
Benchmarking is a management accounting innovation that can be used for performance measurement and improvement in both private and public sectors. It can be used to compare performance (e.g., costs, productivity or results) and processes (Siverbo 2014, p. 121 ).
An example of applying a preliminary cost-by-type analysis in local governments for management purposes
This section presents the possibilities of applying the cost-by-type system for management purposes. It required comparing operational costs incurred by two communes (gmina), on the basis of accrual profit and loss account.
The analysis of costs by absolute values indicates that operational costs in 20X3 in comparison to 20X2 in commune X decreased, and in commune Y increased. The main reason of the decrease in operational costs in commune X was the decrease in the value of foreign services. Thus, in terms of commune Y, the increase in the value of operational costs was caused by the depreciation costs and, to a lower extent, by remuneration, consumption of materials and energy, and foreign services.
On the basis of the data included in Table 3 , we prepared an initial analysis of the costs of the operational activities in 20X2 and 20X3. The results are presented in Table 4 . Source: Own elaboration based on aggregated profit and loss statement of commune X and Y Other loads 0.00 0.00 0.08 0.08
Source: Own elaboration based on data from Table 3 Taking into account commune X, remuneration costs had the largest share in the researched period, which is 34.49% in 20X2 and increased to 37.13% in 20X3. The second group included foreign services, that is 23.68% in 20X3 and in comparison to 20X2 their share decreased by 6.17%. The high level of shares could also be noted in the case of financial services from the budget; within the examined period it was equal to 14.28% and in 20X3 increased to 15.03%.
In the case of commune Y, the highest share of costs could be observed in terms of remuneration, that is 35% in that period. The second largest items are the costs of other financial services from the budget; their share remained on a similar level of almost 20% in the period. Foreign services thus took the third position in terms of size; their share both in 20X2 and 20X3 amounted to the similar level of over 15%. The costs of depreciation were also high in that period; in 20X3 it amounted to 12.04% of operational activities costs and in comparison to 20X2 increased by 1.75%.
The analysis shows that: remuneration both in commune X and Y constituted the biggest share of operational costs. This situation is normal in the case of units which provide services. taking into account the share of foreign services, in commune X it was higher in comparison to commune Y in the examined period of time, by 14.26% in 20X2 and in the subsequent year by 8.36%. It signifies that commune X took on more services provided by external entities than commune Y. A higher share of depreciation costs in commune Y, by 7.59% in comparison to commune X in 20X3, may signify investments in new components of fixed assets and intangible assets. Higher depreciation rates prove that the commune Y is developing rapidly. Table 5 presents the comparison of structures of operational costs in the said communes. The aim of the comparison was to determine which items of operational costs are of the lowest and which are of the highest share. The shares in the specific communes were numbered from 1 to 9, 1 signifying the lowest share and 9 the highest share. The examination excluded the position of the value of sold materials and goods as their share amounted to 0.00%.
Taking into account the compared communes, the following positions of operational costs had the same share:
remuneration, social insurance and other provisions, taxes and fees, other costs by type.
It results that out of 9 positions of operational costs analysed in this comparison, 4 positions scored the same.
Conclusions
The analysis of costs by type carried out in this study provides relevant information on the cost structure and changes. It shall constitute the basis for evaluation of the incurred operational costs for each unit, including public finance institutions. Any changes to the cost structure shall be analysed from the point of view of their influence on the operations of the unit. The comparison of benchmarking costs with other units may give significant information as to whether the structure of costs in the examined unit is far different from other units. If such differences are revealed on the basis of a preliminary analysis, it is necessary to examine their causes in every detail. Thanks to this, costs will be under constant controlchanges in their value and structures will constantly be monitored.
The issue of operational costs management in local governments presented in this study does not describe the subject in every detail. It is a sign that the information on operational costs, provided in the profit and loss account prepared in the comparative version, is of significant importance for cost management in local governments. Further research should analyse costs of operational activities of other units, and thus facilitate the development of a model cost structure. Such a model would be the basis for benchmarking comparisons.
